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INDEPENDENT AUDITOR'S REPORT

Board of Trustees

Keosauqua Municipal Light and Power

A Component Unit of the City of Keosauqua, lowa
Keosauqua, lowa

We have audited the accompanying financial statements of Keosauqua Municipal Light and Power, a component unit
of the City of Keosauqua, lowa, as of and for the year ended June 30, 2011, These financial statements are the
responsibility of Keosaugua Municipal Light and Power, a component unit of the City of Keosaugua, lowa’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with U.S, generally accepted auditing standards and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe our audit provides a reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
Keosauqua Municipal Light and Power, a component unit of the City of Keosauqua, lowa at June 30, 2011, and the
changes in its financial position and its cash flows for the year then ended in conformity with U.S. generally accepted
accounting principles,

In accordance with Government Auditing Standards, we have also issued our report dated December 29, 2011 on our
consideration of the Utility's internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing and not to provide an opinion on the internal control over financial reporting or on compliance, That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

Management's Discussion and Analysis on pages 3 through 5 is not a required part of the basic financial statements,
but is supplementary information required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. We did not audit the information and express no opinion
on it.

ANDERSON, LARKIN & CO. P.C.

Ottumwa, lowa
December 29, 2011



MANAGEMENT’S DISCUSSION AND ANALYSIS

Keosauqua Municipal Light and Power, a component unit of the City of Keosauqua, lowa, provides this
Management’s Discussion and Analysis of its financlal statements. This narrative overview and analysis of the
financial activities Is for the fiscal year ended June 30, 2011. We encourage readers to consider this information in
conjunction with the Utility's financial statements, which follow.

FINANCIAL HIGHLIGHTS

The Utility's operating revenues increased 9.8% or $127,458, from fiscal year 2010 to fiscal year 2011, Increases
in revenue from the sale of electricity accounted for the majority of this increase.

The Utility's operating expenses increased 5.0% or $62,909, from fiscal year 2010 to fiscal year 2011. This
increase in operating expenses is due primarily to an increase in the cost of purchased power.

The Utility'’s net assets increased 3.9% or $107,730, from fiscal year 2010 to fiscal year 2011.
USING THIS ANNUAL REPORT

Keosauqua Municipal Light and Power, a component unit of the City of Keosaugua, lowa, operates as a single
Enterprise Fund and presents its financial statements using the economic resources measurement focus and
accrual basis of accounting which is the same measurement focus and basis of accounting employed by private
sector business enterprises. This discussion and analysis is intended to serve as an infroduction to Keosauqua
Municipal Light and Power, a component unit of the City of Keosauqua, lowa’s basic financial statements. The
annual report consists of a series of financial statements and other information, as follows:

Management’s Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the Utility's financial activities.

The Statement of Net Assets presents information on the Utility's assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a useful indicator of whether the financial position of the Utility is improving or
deteriorating.

The Statement of Revenues, Expenses and Changes in Net Assets is the basic statement of
activities for proprietary funds. This statement presents information on the Utility's operating
revenues and expenses, hon-operating revenues and expenses and whether the Utility's financial
position has Improved or deteriorated as a result of the year's activities.

The Statement of Cash Flows prasents the change in the Utllity’s cash and cash equivalents during

the year. This information can assist the user of the report In determining how the Utility financed
Its activities and how It met its cash requirements.

The Notes to Financial Statements provide additional information essential to a full understanding
of the data provided in the basic financial statements,

FINANCIAL ANALYSIS OF THE UTILITY
Statement of Net Assets
As noted earlier, net assets may serve over time as a useful indicator of the Utility's financial position. The Utility's

net assets at June 30, 2011 total $2,862,982. This compares to $2,755,252 as of June 30, 2010. A summary of
the Utility’s net assets as of June 30, 2011 and 2010 is presented below.




STATEMENT OF NET ASSETS

June 30,
2011 2010

Current assets $ 1,410,788 $ 1,348,044
Capital assets at cost, less accumulated depreciation 1,528,736 1,513,163
Other assefs 87,943 86,489
Total assets 3,027,467 2,945,696
Current liabilitles 164,485 190,444
Invested in capital assets 1,528,736 1,513,163
Unrestricted 1,334,246 1,242,089
Total net assets $ 2862982 § 2755252

46.6% of the Utility’s net assets are unrestricted and can be used to meet the Utility’s obligations as they come due.

Statements of Revenues, Expenses and Changes in Net Assets

Operating revenues are received from the sale of electricity to the residents and business owners of the City of
Keosauqua. Operating expenses are expenses paid to run the Utility. Non-operating revenues and expenses
include interest income. The utilization of capital assets is reflected in the financial statements as depreciation,
which allocates the cost of an asset over its expected useful life. A summary of revenues, expenses and changes
in net assets for the years ended June 30, 2011 and 2010 is presented below:

REVENUES, EXPENSES AND
CHANGES IN NET ASSETS

Year ended June 30,

2011 2010
Operating revenue:

Sale of electricity § 1,379,947 § 1,276,392

Late payment charges 1,633 1,573

Miscelianeous income 47,635 23,794

Total operating revenue 1429215 1,301,759
Operating expenses:

Purchase of powsar 989,000 944,365

Salaries 103,767 101,164

Payroll taxes 7,936 7,832

IPERS 7,210 6,808

Group insurance 44,822 35,057

Employee education - 708

Line maintenance 25,074 27,183

Meter expense 2,641 2,495

Property and liability insurance 9,956 9,146

Truck expenses 3,345 3,267

Utilities 4,882 4,063

Repairs and maintenance 704 4,561

Bookkeeping 11,446 12,518

Legal and accounting 7.835 6,925

Office supplies 6,208 4,741

Trustee fees 408 408

Association dues and assessments 7,480 6,355

Miscellanecus 2,089 3,239

Community betterment 2,270 2,215

Depreciation 85,808 75,363

Energy efficiency 7.963 0.543

Total operating expenses 1,330,863 1.267.954
Operating Income 98,352 33,805
Non-operating revenues:

Interest income 9,378 12,935
Change in net assets 107,730 46,740
Net assets - Beginning of year 2,755,252 2,708,512
Net assets - End of year $ 2862982 $ 2755252



The Statement of Revenues, Expenses and Changes in Net Assets reflects a positive year with an increase in the
net assets at the end of the fiscal year.

In fiscal year 2011, operating revenues increased 9.8% or $127,456, primarily due tc a increase in the amount of
electricity sold to customers. Operating expenses increased 5.0% or $62,909, primarily due to an increase in the
cost of power purchased.

Statement of Cash Flows

The Statement of Cash Flows presents information related to cash inflows and outflows, summarized by operating,
capital and related financing and investing activities. Cash provided by operating activities includes the sale of
electricity and other receipis reduced by payments to suppliets and employees. Cash used in capital and related
financing activities includes the purchase of capital assets. Cash provided by investing activities includes interest
income and the purchase of certificates of deposit.

CAPITAL ASSETS

At June 30, 2011, the Utility had $1,528,736 invested in capital assets, net of accumulated depreciation of
$1,010,167. Depreciation charges totaled $85,808 for fiscal year 2011. More detailed information about the
Utility's capital assets is presented in Note 4 to the Financial Statements.

ECONOMIC FACTORS

Keosauqua Municipal Light and Power, a component unit of the City of Keosauqua, lowa, continued to improve its
financial position during the current fiscal year. However, the current condition of the economy in the State
continues to be a concern for Utility officials. Some of the realities that may potentially become challenges for the
Utility fo meet are: '

The Utility's distribution system requires constant maintenance and upkeep.

Technology continues to expand and current technology becomes ouidated presenting an on-going
challenge to maintain up to date technology at a reasonable cost.

The Utility anticipates the current fiscal year will be much like the last and we will maintain a close watch over
resources to maintain our ability to react to unknown issues.

CONTACTING THE UTILITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers and creditors with a general ovetview
of the Utility's finances and to show the Utility's accountability for the money it receives. If you have questions
about this report or need additional financial information, contact Keosaugua Municipal Light and Power, P.O.
Box 216, Keosauqua, lowa.



KEOSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

STATEMENT OF NET ASSETS
JUNE 30, 2011

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Certificates of deposit
Accounts receivable
Interast receivable
Prepaid insurance

Total current assets

| PROPERTY AND EQUIPMENT:
Land
Buildings
Distribution system
Equipment and vehicles
Total
Less accumulated depreciation

Book value of property and equipment

OTHER ASSETS:;
Certificates of deposit
Notes receivable

Total other assets

TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
Accounts payable
Accrued payroll taxes
Accrued sales tax
Customer meter deposits
Compensated absences

TOTAL LIABILITIES

NET ASSETS:
Invested in capital assets
Unrestricted

TOTAL NET ASSETS

See Accompanying Notes to the Financial Statements

EXHIBIT A

$ 1,143,753
128,411
133,712

491
4,421

1,410,788

3,423
80,004
2,270,979
184,497
2,538,903
1,010,167
1,528,736

62,943
25,000

87,943

3,027,467

140,390
4,705
5,269
9,319
4,812

164,485

1,528,736
1,334,246
$ 2,862,982



EXHIBIT B

KEOSAUQUA MUNICIPAL LIGHT AND POWER

A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

OPERATING REVENUE:
Sale of electricity
Late payment charges
Miscellaneous income
Total operating revenue

OPERATING EXPENSES:
Purchase of power
Salaries
Sacial security and medicare
IPERS
Group insurance
Line maintenance
Meter expense
Property and liability insurance
Truck expenses
Utilities
Repairs and maintenance
Bookkeeping
Legal and accounting
Office supplies
Trustee fees
Association dues and assessments
Miscellanecus
Community betterment
Depreciation
Energy efficiency

Total operating expenses

NONOPERATING REVEMNUE:

Interest income

NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR

See Accompanying Notes to the Financial Statements

YEAR ENDED JUNE 30, 2011

$ 1,379,047
1,633

47,635
1,429,215

989,009
103,767
7,936
7,210
44,822
25,074
2,641
9,956
3,345
4,682
704
11,446
7,835
8,208
408
7,490
2,089
2,270
85,808
7,963
1,330,863

OPERATING INCOME 08,3562

9,378
CHANGE IN NET ASSETS 107,730
2,755,252

$ 2,862,982



KEGCSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

STATEMENT OF CASH FLOWS
YEAR ENDED JUNE 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers
Cash received from other operating receipts
Cash paid to suppliers for goods and services
Cash paid for personal services

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Purchase of property and equipment

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments
Proceeds from certificates of deposit
Purchase of certificates of deposit

NET CASH PROVIDED BY INVESTING ACTIVITIES
NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS - Beginning of year

CASH AND CASH EQUIVALENTS - End of year

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED
BY OPERATING ACTIVITIES:
Operating income
Adjustments to reconcile operating income to net cash provided
by operating activities:
Depreciation
Change in assets and liabilities:
Decrease in accounts receivable
Increase in prepaid insurance
Decrease in accounts payable
Increase in accrued payroll taxes
Dacrease In accrued sales tax
Decrease in customer meter deposits
Increase In compensated absences

Total adjustments

NET CASH PROVIDED BY OPERATING ACTIVITIES

See Accompanying Notes to the Financial Statements

EXHIBIT C

$ 1,383,525
47,635
(1,110,356)
(160,481)
160,323

(101,381)

9,763
122,630

{4,101)
128,202

187,234

856,519

$ 1,143,753

$ 08,352

85,808

2,348
(226)
(28,575)

3,226
(235)
(403)

28

61,971

$ 160,323



KEOSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Keosauqua Municipal Light and Power, a component unit of the City of Keosauqua, lowa, is an
electrical utility plant located in the City of Keosaugua, lowa. The Utliity purchases all of its power
from the Southern lowa Electric Co-op. It sells its services to the citizens, businesses and the City
of Keosauqua, lowa.

The financial statements of the Ulility are prepared in conformity with U.S. generally accepted
accounting principles as prescribed by the Governmental Accounting Standards Board.

Reporting Entity

For financial reporting purposes, Keosaugua Municipal Light and Power, a component unit of
the City of Keosauqua, lowa, has included all funds, organizations, agencles, boards,
commisslons and authorlties. The Utility has also consldered all potential cormnponent units
for which It 1s financially accountable and other organizations for which the nature and
significance of their relationship with the Wtility are such that exclusion would cause the
Utility’s financial statements to be misleading or incomplete. The Governmental Accounting
Standards Board has set forth criteria to be considered in determining financial accountability.
These criteria include appointing a voting majority of an organization’s governing body and
(1) the ability of the Utility to impose its will on that organization or (2) the potential for the
organization to provide specific benefits to or impose specific financial burdens on the Utility.
Keosauqua Municipal Light and Power, a compenent unit of the City of Keosauqua, lowa, has
no component units which mest the Governmental Accounting Standards Board criteria.

Keosaugua Municipal Light and Power is presented as a Component Unit in the City of
Keosauqua, lowa’s financial statements, The Utility is a legally separate entity from the City,
but is financlally accountable to the City. The Utility is goverhed by a three-member Board
appointed by the City Council and the Utility's operating budget is subject to the approval of
the City Council,

Basié of Presentation

The accounts of Keosauqua Municipal Light and Power, a component unit of the City of
Keosaugua, lowa, are organized as an Enterprise Fund. Enterprise Funds are used to
account for operations (a)} financed and operated in a manner similar to private business
enterprises, where the intent of the governing body is the costs (expenses, including
depreciation) of providing goods or services to the general public on a continuing basis be
financed or recovered primarily through user charges or (b} where the governing boedy has
decided periodic determination of revenues earned, expenses incurred, and/or net income is
appropriate for capital maintenance, public policy, management control, accountability or
other purposes.

Measurement Focus and Basis of Accounting

The financial statements are reported using the economic resocurces measurement focus and
the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of the related cash flows.

The Utlity applies all applicable GASB pronouncements, as well as the following
pronouncements issued on or before November 30, 1889, unless these pronouncements
conflict with or confradict GASB pronouncements: Financial Accounting Standards Board
Statements and Interpretations, Accounting Principles Board Opinions and Accounting
Research Bulletins of the Committee on Accounting Procedure.



KEOSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

Measurement Focus and Basis of Accounting (Continued)

The Utility distinguishes operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods In connection with the Utility's principal ongoing operations.  All
revenues and expenses not meeting this definition are reported as non-operating revenues
and expenses,

Assets, Liabilities and Net Investments
The following acceunting policies are followed in preparing the Statement of Net Assets:

Cash, Investments and Cash Equivalents - The Utility considers all shori-term investments
that are highly liquid to be cash equivalents. Cash equivalents are readily convertible to
known amounts of cash and, at the day of purchase, have a maturity date no longer than six
months. Cash investments not meeting the definition of cash equivalents at June 30, 2011
include certificates of deposit of $191,354.

Valuation of Investments

The Utility adopted the provisions of FASB "Fair Value Measurements” effective July 1, 2008.
Under FASB, fair value is defined as the price that would be received to sell an asset or paid
to transfer a liabiiity (i.e., the “exit price”} in an orderly transaction between market
participants at the measurement date.

in determining fair value, the Utility uses various valuation approaches. FASB establishes a
fair value hierarchy for inputs used in measuring fair value that maximizes the use of
observable inputs and minimizes the use of unobservable inputs by requiring that the most
observable inputs be used when avallable. Observable inputs are those that market
participants would use In pricing the asset or liabllity based on market data obtained from
sources independent of the Utility. Unobservable inputs reflect the Utility's assumption about
the inputs market partlcipants would use in pricing the asset or liability developed based on
the best information available in the cireumstances. The fair value hierarchy is categorized
into three levels based on the inputs as follows:

Level 1 — Valuations based on unadjusted quoted prices in active markets for
identical assets or liabilities that the Utility has the ability to access. Valuation
adjustments and block discounts are not applied to Level 1 securities. Since
valuations are based on quoted prices that are readily and regularly available in an
active market, valuation of these securities does not entall a significant degree of
judgment,

Level 2 — Valuations based on quoted prices in markets that are not active or for
which all significant inputs are observable, either directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the
overall fair value measurement.

The Utility only holds Level 1 securities.

10



KEOSAUQUA MUNICIPAL LIGHT AND POWER :
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Accounts Receivable — The Utility grants credit to customers, substantially all of whom are
located in Keosauqua, lowa. The risk of loss on the accounts recelvable is the balance due
at the time of default. Accounts receivable are considered past due after 30 days and are
charged off when management determines the account is uncollectible, Bad debis are
charged to operations in the year in which the account is determined uncollectible. If the
reserve method of accounting for uncollectible accounts was used, it would not have a
material effect on the financial statements.

Capital Assets - Capital assets are accounted for at historical cost. Depreciation of all
exhaustible capital assets is charged as an expense against operations. The cost of repair
and maintenance is charged to expense, while the cost of renewals or substantial
betterments is capitalized. The cost and accumulated depreciation of assets disposed of are
deleted, with any gain or loss recorded In current operations.

Reportable capital assets are defined by the Utility as assets with initial, individual costs In
excess of the following thresholds and estimated useful lives in excess of one year.

Asset Class Amount
Buildings $ 2500
Distribution system 2,500
Equipment and vehicles 2,500

Capital assets of the Utility are depreciated using the straight line method over the following
estimated useful lives:

Estimated
Useful Lives
Asset Class (In Years)
Bulldings 16-25
Distribution system 30-40
Equipment and vehicles 5-10

Compensated Absences — Utllity employees accumulate a limited amount of earned but
unused vacation hours for subsequent use or for payment upon termination, death or
retirement. The Utility's liability for accumulated vacation has been computed based on rates
of pay in effect at June 30, 2011.

Use of Estimates

Management uses estimates and assumptions in preparing financial statements. Those
estimates and assumptions affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities, and the reported revenues and expenses.
Accordingly, actual results could differ from those estimates.

NOTE 2 — CASH AND INVESTMENTS

Keosauqua Municipal Light and Power, a component unit of the City of Keosauqua, lowa, had
deposits in banks at June 30, 2011 that were entirely covered by federal depository insurance or by
the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This Chapter provides
for additional assessments against the depositeries o insure there wili be no loss of public funds.

11



KEOSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, |OWA

NOTES TO FINANCIAL STATEMENTS

NOTE 2 — CASH AND INVESTMENTS (Continued)

The Municipal Ulility is authorized by statute to Invest public funds in obligations of the United States
government, its agencies and instrumentalities; cerlificates of deposit or cther evidences of deposit
at federally Insured depository institutions approved by the Municipal Utility Board of Trustess; prime
eligible bankers acceptances; certaln high rated commercial paper; perfected repurchase
agreements; certain registered open-end management investment companies; certain joint
investment trusts; and warrants or improvement certificates of a drainage district.

Interest rate risk — The Utllity's Investment policy limits the investment of operating funds (funds
expected to be expended in the current budget year or within 15 months of receipt) to instruments
that mature within 397 days. Funds not Identified as operating funds may be Invested in
investments with maturities longer than 397 days, but the maturities shall be consistent with the
needs and use of the utility.

NOTE 3 - FAIRVALUE MEASUREMENTS

The Utility's Investments recorded at fair value have been categorized based upon a fair value
hierarchy in accordance with GASB. See Note 1 for a discussion of the Utility's policies.

The Utility's investments measured at fair value as a June 30, 2011 are as follows:

Level 1
Certificates of Deposit $ 191,354
NOTE 4 - CAPITAL ASSETS
A summary of capital assets at June 30, 2011 is as follows:
Balance Balance
June 30, 2010 Increases Decreases June 30, 2011
Capital assets, not being
depreciated;
Land $ 3423 § - 8 - 9 3423
Capital assets, being depreciated:
Buildings 80,004 - - 80,004
Distribution system 2,169,698 101,381 - 2,270,979
Equipment and vehicles 184,497 - - 184,497
Total capital assets being
depreciated 2,434 099 101,381 - 2,535,480
Less accumulated depreciation for:
Buildings 66,502 1,782 - 68,284
Distribution system 736,225 67,601 - 803,826
Equipment and vehicles 121,632 16,425 - 138,057
Total accumulated depreciation 924,358 85,808 - 1,010.167
Total capital assets being
depreciated, net 1,509,740 15,573 - 1,525,313
Total capital assets, net $ 1513163 $ 45573 $ ____- $ 1528736

12



KEOSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

NOTES TO FINANCIAL STATEMENTS
NOTE 5 - PENSION AND RETIREMENT BENEFITS

The Municipal Utility contributes to the lowa Public Employees Retirement System (IPERS), which Is a
cost-sharing multiple-employer defined banefit pension plan administered by the State of lowa. IPERS
provides retirement and death benefits established by state statute to plan members and beneficiaries.
IPERS issues a publicly available financial report that includes financial statements and required
supplementary information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des
Moines, lowa, 50306-0117.

Plan members are required to contribute 4.50% of their annual covered salary and the Utility is required
to contribute 6.25% of covered salary, Contribution requirements are established by state statute. The
Utility’s contributions to IPERS for the years ended June 30, 2011, 2010 and 2009 were $7,210,
$6,808, and $6,261, respectively, equal to the required contributions for each year.

NOTE 6 - RELATED PARTY TRANSACTIONS

The Utility sells electricity to and purchases bookkeeping services and water from the City of
Keosauqua. The following is a summary of the transactions and balances as of and for the year ended
June 30, 2011:

Electricity paid by the City of Keosauqua to the Utility $ 16,603
Accounts receivable from the City of Keosauqua 1,219
Bookkeeping expense paid by the Utility to the City of Keosaugqua 11,446
Water fees paid by the Utility to the City of Keosauqua 489
Accounts payable due to the City of Keosauqua 822

NOTE 7 — RISK MANAGEMENT

The Utility is a member in the lowa Communities Assurance Pool, as allowed by Chapter 670.7 of the
Code of lowa. The lowa Communities Assurance Pool (Pool} is a local government risk-sharing pool
whose 645 members include various governmental entities throughout the State of lowa. The Pool was
formed in August 1986 for the purpose of managing and funding third-party liability claims against its
members. The Pool provides coverage and protection in the following categories: general liability,
automobile liability, automobile physical damage, public officials liability, police professional liability,
property, inland marine, and boller/machinery. There have been no reductions in insurance coverage
from prior years.

Each member's annual casualty contributions to the Pool fund ¢urrent operations and provide capital,
Annual operating contributions are those amounts necessary to fund, on a cash basis, the Pool's
general and administrative expenses, claims, claims expenses and relnsurance expenses due and
payable in the current year, plus all or any portion of any deficiency in capital. Capital contributions are
made during the first six years of membership and are maintained to equal 150 percent of the total
current members' basis rates or to comply with the requirements of any applicable regulatory authority
having jurisdiction over the Pool.

The Pool also provides property coverage. Members who slect such coverage make annual operating
contributions which are necessary to fund, on a cash basis, the Pool's general and administrative
expenses and reinsurance premiums, all of which are due and payable in the current year, plus all or
any portion of any deficiency in capital, Any year-end operating surplus is transferred to capital.
Deficiencies in operations are offset by transfers from capital and, if insufficient, by the subsequent
year's member contributions.

The Utility's property and casualty contributions to the risk pool are recorded as disbursements from its

operating funds at the time of payment to the risk pool. The Ulility’s contributions to the Pool for the
year ended June 30, 2011 were $5,894.

13



KEOSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, |IOWA

NOTES TO FINANCIAL STATEMENTS

NOTE 7 - RISK MANAGEMENT (Continued)

The Pool uses reinsurance and excess risk-sharing agreements to reduce iis exposure to large losses.
The Pool retains general, automobile, police professional, and public officials’ liability risks up to
$350,000 per claim, Claims exceeding $350,000 are reinsured in an amount not to exceed $2,650,000
per claim. For members requiring specific coverage from $3,000,000 to $12,000,000, such excess
coverage is also reinsured. Property and automobile physical damage risks are retained by the Pool up
to $150,000 each occurrence, each location, with excess coverage reinsured by the Travelers
Insurance Cempany.

The Pool's intergovernmental contract with its members provides that in the event a casualty claim or
series of claims exceeds the amount of risk-sharing protection provided by the member’s risk-sharing
certificate, or in the event that a series of casualty claims exhausts total members’ equity plus any
reinsurance and any excess risk-sharing recoveries, then payment of such claims shall be the
abligation of the respective indlvidual member. The Utility doas not report a liability for losses in excess
of reinsurance or excess risk-sharing recoveries unless it is deemed probable such losses have
occurred and the amount of such loss can be reasonably estimated. Accordingly, at June 30, 2011, no
liability has been recorded in the Utility's financial statements. As of June 30, 2011, settled claims have
not exceeded the risk pool or reinsurance coverage since the pool's inception.

Members agree to continue membership in the Pool for a period of not less than one full year. After
such period, a member who has given 60 days' prior written notice may withdraw from the Pool. Upon
withdrawal, payments for all casualty claims and claims expenses become the sole responsibllity of the
withdrawing member, regardless of whether a claim was incurred or reported prior to the member's
withdrawal. Members withdrawing within the first six years of membership may receive a partial refund
of their casualty capital contributions. If a member withdraws after the sixth year, the member Is
refunded 100 percent of its casualty capital contributions. However, the refund is reduced by an
amount equal to the annual casualty operating contribution which the withdrawing member would have
made for the one-year period following withdrawal.

The Utility also carries commercial insurance purchased from other insurers for coverage associated
with workman’s compensation and employee hlanket bond. The Utility assumes liability for any
deductibles and claims In excess of coverage limitations. Settled claims resulting from these risks have
not exceeded commercial Insurance coverage in any of the past three fiscal years.

NOTE 8 — MAJOR CUSTOMERS

Sales to four major customers were $515,853 for the year ended June 30, 2011, representing 37.4% of
the total sales for the year. At June 30, 2011, amounts due from these customers included in accounts
recelvable were $48,899,

NOTE 9 - MAJOR SUPPLIERS

For the year ended June 30, 2011, the Utility purchased power from one supplier totaling $989,009. At
June 30, 2011, amounts due to this vendor Included in accounts payable were $87,398

NOTE 10 - EVALUATION OF SUBSEQUENT EVENTS

The utility has evaluated subsequent events through December 29, 2011, the date which the financial
statements were available to be issued.

NOTE 11 - RECLASSIFICATIONS

Certaln amounts for the year ended June 30, 2010 have been reclassified to conform to June 30, 2011
presentation.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL QVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees

Keosaugua Municipal Light and Power

A Component Unit of the City of Keosaugua, lowa
Keosauqua, lowa

We have audited the accompanying financial statements of Keosauqua Municipal Light and Power, a component
unit of the City of Keosauqua, lowa as of and for the year ended June 30, 2011, and have issued our report
thereon dated December 29, 2011. We conducted our audit in accordance with U.S. generally accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing Standards, Issued
by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Utility’s infernal control over financial reporting as a basis
for designing cur auditing procedures for the purpose of expressing our opinicn on the financlal statements, but
not for the purpose of expressing our opinion on the effectiveness of the Utility’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Utility's internal control over
financlal reporting.

Qur consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial reporting
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance that all
deficiencies, significant deficiencies or material weakness have been identified. However, as described in the
accompanying Schedule of Findings, we identified certain deficlencies in internal control over financial reporting
we consider to be materia! weaknesses.

A deficiency in internal control exists when the design or operation of the control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the financial statements will not
be prevented or detected and corrected on a timely basis. We consider the deficiency described the
accompanying Schedule of Findings as item I-A-11 to be a material weakness.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than
a material weakness, yet important enough to merit attention by those charged with governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Utility's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements, non-compliance with which could have a direct and materlal effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of non-compliance or other matters that are required to be reported under Government Auditing
Standards.

Comments involving statutory and other legal matters about the Utility's operations for the year ended June 30,
2011 are based exclusively on knowledge cbtained from procedures performed during our audit of the financial
statements of the Utility. Since our audit was based on tests and sampies, not all transactions that might have
had an impact on the comments were necessarily audited. The comments involving statutory and other legal
matters are not intended to constitute legal interpretations of those statues.

Keosauqua Municipal Light and Power, a component unit of the City of Keosauqua, lowa's responses to findings
identified in our audit are described In the accompanying Schedule of Findings. While we have expressed our
conclusions on the Utility's responses, we did not audit the Utllity’s responses and, accordingly, we express no
opinion an them,

This report, a public record by law, is intended solely for the information and use of the officials and employees of
the Utility and other parties to whom the Utility may report and is not intended to be and should not be used by
anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel of Keosauqua
Municipal Light and Power, a component unit of the City of Keosauqua, lowa, during the course of our audit.
Should you have any questions concerning any of the above matters, we shall be pleased to discuss them with
you at your convenience.

ANDERSON, LARKIN & CO. P.C.

Ottumwa, lowa
December 29, 2011
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KEOSAUQUA MUNICIPAL LIGHT AND POWER
A COMPONENT UNIT OF THE CITY OF KEOSAUQUA, IOWA

SCHEDULE OF FINDINGS
YEAR ENDED JUNE 30, 2011

Part : Findings Related to the Financial Statements

Significant Deficiencies:

I-A-11

Segregation of Duties - An important aspect of internal control is the segregation of
duties among employees to prevent an individual employee from handling duties
which are incompatible. The cash receipts listing, bank deposits and the posting of
cash receipts to the cash receipts journal are all done by the same person.

Recommendation - We realize that segregation of duties is difficult with a limited
number of office employees. However, the Utility should review its operating
procedures to obtain the maximum internal control possibie under the circumstances.

Response - This is a continuing problem for us, but an entity the size of our Utility
does not have the finances to segregate the duties as recommended. The Board of
Trustees will continue to monitor operations on a monthiy basls.

Conclusion - Responses accepted.

Instances of Non-Compliance:

No matters were noted,

Part Il: Other Findings Related to Statutory Reporting

[1-A-11

[1-B-11

[-C-11

-p-11

I-E-11

lI-F-11

Questionable Expenses - No expenses that we believe may not meet the
requirements of public purpose as defined in an Attorney General's opinion dated
April 25, 1879 were noted.

Travel Expense - No expenditures of money for travel expenses of spouses of Utility
officials or employees were noted.

Business_Transactions — No business transactions between the Utility and Utility
officials or employees were noted.

Bond _Coverage - Surety bond coverage of Utility officials and employees is in
accordance with statutory provisions. The amount of coverage should be reviewed
annually to ensure the coverage is adequate for current operations.

Trustee Minutes - No transactions were found that we believe should have been
approved in the Trustee minutes but were not.

Deposits and_investments - No instances of noncompliance with the deposit and
investment provisions of Chapter 12B and 12C of the Code of lowa and the Utility's
investment policy were noted.
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